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SUBJ: ECONOMIC ASSISTANCE TO INDIA 

REF: NEW DELHI 11723 

1. ECONOMIC COUNSELOR HAD INPORMAL DISCUSSIONS WITH 
S.V.S. JUNEJA, JOINT SECRETARY, MOP, TO ELIEIT HIS 

VIEWS ON USE OF EXCESS CURRENCY IN AN AID PROGRAM. 

2. JUNEJA, IN RESPONDING, USED PAMILIAR ARGUMENTS: 

A. THAT THIS WOULD NOT BE TRANSPER OP RESOURCES 
AND WOULD THEREPORE REPRESENT A REDUCTION IN AID 
LEVELS. 

B. THAT SUBSTANTIAL DRAWDOWNS PROM THE ACCOUNT 
WOULD BE INPLATIONARY. 

C. THAT USE OP EXCESS CURRENCY IS GOVERNED BY THE 
RUPEE AGREEMENT. LIMITATIONS ON USE AND LEVEL OP 
ANNUAL DRAWDOWN WERE MEANT TO PREVENT DISRUPTIVE 
IMPACT ON THE ECONOMY. 

D. THAT IF A DEVELOPMENT ASSISTANCE LOAN IS MADE 
IN DOLLARS, BUT PART OP IT IS EXCESS CURRENCY, GOI 
WOULD IN EPPECT BE CONVERTING EXCESS CURRENCY INTO 
CONPIDENTIAL 

CONPIDENTIAL 
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DOLLARS POR REPAYMENT. 

E. ON THE OTHER HAND, HE SAID, A MODEST GRANT OP 
RUPEES APPROVED BY THE GOI POR SEPARATE ACTIVITIES AND 
CONSIDERED TO BE ADDITIONAL TO US AID LEVELS MIGHT 

BE PEASIBLE. 
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3. IN ADDITION, JUNEJA REFERRED TO THEIR PAST PROBLEMS 
ON US AID AND SUGGESTED THAT TO INTRODUCE THE USE 
OF EXCESS CURRENCY ELEMENT INTO THE AID DISCUSSIONS 
MIGHT REQUIRE ANOTHER REVIEW AT A HIGH POLITICAL LEVEL. 

4. COMMENT: ALTHOUGH THERE ARE NO NEW ARGUMENTS IN 
JUNEIA'S COMMENTS, EMBASSY BELIEVES IT IMPORTANT FOR 
AGENCIES IN WASHINGTON CONSIDERING THE LOCAL COST 
FINANCING ISSUE (AND THE USE OF EXCESS CURRENCY IN 
CONNECTION WITH IT) TO KNOW WHAT GOI REACTION IS 
LIKELY TO BE. IN THE CASE OF INDIA, THESE TAKE ON 
ADDED IMPORTANCE IN VIEW OF OUR RUPEE AGREEMENT, 
WHICH GOVERNS USE OF OUR EXCESS CURRENCY HERE. 

GOHEEN 


CONFIDENTIAL 


NNN 
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